
We have considered your application for recognition of exemption from 
Federal income tax under section 501(c)(7) of the Internal Revenue Code. 

The infometion submitted indicates you were incorporated**************, 
under the ~cn-profit corporation lows of the State of ********, for the 
purpose of p;.oviding for the social well. being and benefit of your 
members, anu for all other legal purposes. On*************, you were 
issued a Fictitious Name Registration for "*********************", and 
thc character of business Ps stated to operate a private club, restau- 
rant and to serve mixed drinks. In an amendment to the Articles of 
Incorporation, dated **************, your purposes were changed to 
delete "and for all other legal purposes." 

Your application states you are organized to provide for the social well 
being and benefit of all your members through the operation of a rest- 
aurant, pool, and dance hall. Your qualification for membership in the 
club is good moral character, and all members of the organization are of 
the same class, and have equal voting privileges. 

Your By-Laws indicate you will have one class of members and the qualifi- 
cations and rights of the members of such class shall be: "Annual, upon 
payment of $***** annual dues." Members shall be elected by the Board 
of Directors. An affirmative vote of at least two-thirds of the Directors 
shall be required for electian, and the Directors shall serve as the 
membership committee. Each member shall be entitled to one vote on each 
matter submitted to a vote of the members, by the Board of Directors. 
You state that the *** members of the club have no rights as far as the 
operation of the Club are concernec', but they do have voting rights in 
the election of officers or directors. 
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You indicate that guests ofplembers are allowed to participate and 
attend club functions, and-,approximately **% of your annual gross 
receipts are received from non-members; however, you do not keep records 
of non-member income. 

Your facilities consist of a building, bar, kitchen, recreation area, 
dance floor, television, pool tables and dining area, and is owned by 
your President * * *******. ********* leases the facilities to the club 
on a year to year basis, with no written lease agreement, for $***** per 
year, to **************, Secretary-Treasurer, and Managing Agent for the 
organization. 

You state you do not solicite public patronage to the club; however, the 
property contains outside signs for advertisement. The facilities are 
open seven days per week from 3:00 P.M. to 3:00 A.M. 

Your purpose, as stated in your organizational documsnt, is to operate a 
private club, restaurant and to serve mixed drinks; however, your budget 
indicates that you do not receive any income from any of these activi- 
ties, and '.*.~r: your members pay the Lessee for the food and drinks. The 
club, itself, makes no money other than membarship dues; it merely 
provides facilities for the members. 

On ******************, you were issued an On Premises Consumption 
Private Club permit and an On Premises Beer Pedt, and such permit 
states that *************, as the Managing Agent, has paid her personal 
property taxes, as required by Law, and that there is a lease contained 
within the record as required by law, even though your letter dated 
************** states there is no written lease. 

Section 501(c)(7) of the Internal Revenue Code provides exemption for: 

"Clubs organized for pleasure, recreation and other nonprofirable 
purposes, substantially all of the activities of which are for such 
purposes and no part of the net earnings of which inures to the 
benefit of any private shareholder." 

Section 1.501(~)(7)-lib) of the Income Tax Regulations states that: 

'l...Solicitation by advertisement or otherwise for public patronage 
of its facilities is prima facie evidence that the club is engaging 
in business..." 



*** ******** ***  -. . - 
- . A club is  not exempt i f  i t  provides pleasure nnd recreat ion on a comer- 

c i a 1  basis.  Evidence t h a t  a club may be operating on a commercial basis  - 
i s  : 

> 3. . 
1. Membership requirements a r e  broad or  vaguely s ta ted .  
2. The i n i t i a t i o n  charges o r  dues a r e  so low t h a t  one-time 

o r  t ransient  use of the f a c i l i t i e s  by the general public 
i s  encouraged. 

3. Management can effect ively perpetuate i t s e l f  through close 
physical and f inancial  t i e s  t o  club a c t i v i t i e s  o r  f a c i l i t i e s  
o r  by other  means. 

4 .  Organization is  conducted i n  conjunction with commercial enter- 
pr ises .  

Revenue Ruling 65-219, 1965-2 Cumulative Bulletin.168, provides that  
only clubs which a r e  organized and operated exclusively f o r  pleasure, 
recreat ion and other  nonprofitable purposes, but no p a r t  of i ts ne t  
earnings inure t o  the benefi t  of any private  shareholder, qualify f o r  
exemption: however, i f  the l icensor  has the  power t o  control  the amount 
of income by v i r t u e  of h i s  control over the operations of the club, the  
club is  operated a s  a commercial venture f o r  the f inanc ia l  benefi t  of 
the l i censer  and is  not exempt under sect ion 501(c)(7) of the  Code. 

The Internal  Revenue Code prohibi ts  exempt5.on under sect ion 501(c)(7) of 
the Code i f  i t  appears t h a t  the organization is  engaged i n  expanding 
club membership by advert is ing t o  the general public. The s ign outside 
your f a c i l i t y  advertising your club is  evidence tha t  the club is engag- 
ing i n  business with the  general public. 

Your club appears t o  be operating i n  a manner which constitutes a subter- 
fuge f o r  doing business with a commercial enterprise .  Pr lvate  inurement 
i s  being received by your Lessee through conpensation from the sa le  of 
l iquor ,  beer and food t o  your members. Even though the  l icenses a r e  
issued t o  you under your name, you have indicated t h a t  you do not s e l l  
food or  drink, but tha t  the members pay f o r  these services  t o  the Lessee, 
* * *  ******  , and * * *  ***** , the okmer of the  property. In addition, 
your Board of Directors have complete authori ty  over acceptance of 
members t o  the club, which fur ther  indicates  control  of the club's 
operations b57 the Directors. 

Accordingly, i t  is held tha t  you a r e  not e n t i t l e d  t o  exemption from 
1. Federal income tax under section 501(c)(7) of the In te rna l  Revenue Code, 
$V 
I?, .-. and you a r e  required to  f i l e  income tax  returns on Form 1120. 
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***********  ***  

o ra l  discussion of the  issue,  please ind ica te  t h i s  i n  your protest .  The 
enclosed Puhlication 892 gives ins i ruc t ions  for  f i l i n g  a protest .  

I f  you do not f i l e  a p ro tes t  with t h i s  o f f ice  within 30 days of the  date  
of t h i s  report o r  l e t t e r ,  thSs proposed determination w i l l  become f ina l .  

If you agree with these conclusions or  do not wish t o  f i l e  a wri t ten 
protest ,  please sign and re turn  Form 6018 i n  the enclosed self-addressed 
envelope a s  soon a s  possible. 

***** ***** 
D i s t r i c t  Director 


